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An Insurance Broker’s Accounting Procedure
Helen P. Juergens

You may question the title of this paper.
It is not “Insurance Accounting”—nor is it
“Insurance Company Accounting.”
It is titled “Insurance Broker’s Accounting”
as there is a difference between Company and
Broker’s Accounting.
Before we begin the Accounting phase, I
believe we should go into the background of
an Insurance Company and an Insurance
Broker.
An Insurance Company is the insuring, part
of your contract. An Insurance Company as
sumes the responsibility of payment for any
losses or claims incurred during the period of
coverage written in a contract, duly authorized
and signed by its legal representative, with
the premium therefor paid by the Insured.
An Insurance Broker represents the buyer of
insurance rather than the seller and he deals
with many, many different Insurance Under
writers in obtaining value for his client’s in
surance dollar and rendering counsel and ad
vice. He thinks of himself as being on the
“buyer’s side of the fence” and since it is a
fact that an Insurance Company must of neces
sity look at the problems first and foremost
from the Insurance Company’s point of view,
the client needs someone in the middle to
interpret, rationalize and, possibly, compro
mise differences.
An Insurance Broker is the servicing part of
your contract and is responsible to the Compa
ny for the collection of all premiums.
Some Brokers are responsible for the col
lection of premiums to Agents or other Brokers.
Very often they pay net to the Agent or Broker
(which means premium less commission) but
in some cases, the gross premium is paid and
monthly remittances are issued to the Broker
for all commissions due on paid premiums.
An Agent or Broker has duties and responsi
bilities toward his clients in addition to his
represented Companies. The Commercial Ac
counts or Individuals to whom he sells insur
ance coverages are his Insureds or Customers.
The selling procedure is quite interesting and
usually follows this pattern.
The Broker interviews an Executive or In
surance Manager of a large Plant—secures all
records on insurance coverages and, in most
cases, is given all contracts of the present car
rier. The Broker then makes a study of the
present coverages and then drafts a proposal

of what he believes is necessary and advisable
to insure the Company’s properties and their
liabilities. This proposal is then presented and
thoroughly discussed with the Executive or
Insurance Manager. In some cases, other ex
ecutives are brought in on the discussions as to
the final decision on the matter. There may be
occasions also when a Broker may use the
knowledge and experience of an Insurance
Company Executive.
If the Broker is awarded the order, policies
are written and delivered to the Insured. Now,
the premiums on the entire account are paid
by the Insured in due course, usually 30 days
from date on contracts. The Broker’s commis
sion is deducted from the premiums and paid
to the Company within 60 days.
Should a loss occur or claims be made
against the Insured, notice should be given
to the Broker, who, in turn, handles the re
porting and final adjustment with the Insur
ance Company adjusters.
The loss or claim is paid by the Company
to the Insured direct—but it is the duty of the
Broker to care for his clients’ interests at all
times until claim is satisfactorily settled.
Some Insurance Brokers do a great deal of
business with one another. One will represent
a certain Group of Companies—another, a dif
ferent Group. Each Insurance Company sets
a limit of liability it cares to assume on any
one particular risk. When a Broker secures a
large account and he exhausts the liability
limits of his Companies, he turns to another
Broker representing a different Group and
places the excess amount with him.
This may be done with four or five other
Brokers until the entire line has been placed.
In a transaction such as this, the first Broker
whose business it is, loses some of his com
mission to the second, third or fourth Broker.
Now with that background, we may begin
with the Accounting Procedure of an Insur
ance Broker.
A Broker who is also an Agent for Groups
of Companies, reports all of his monthly writ
ings for each individual Company under one
report which is called an “Account Current.”
This “Account Current” records all data per
taining to each piece of business written in
a particular month for each specific Company
represented by the Broker.
The premiums are tabulated—the commis
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sions are figured and net balance recorded.
The report is sent to the Company at the
close of business and the net amount is due
and payable within 60 days. This may help
you to understand why your Insurance Broker
requests prompt payment of high auto and
homeowners premiums, because no matter
what part is left unpaid at the end of the
given time, your Broker must advance the
money for your protection and his credit rating
and to keep his high reputation in this field.
In addition to “Accounts Current” reports,
there are risks placed with Companies not
represented as Agent and these items are
called “Brokerage Accounts.” These items are
listed individually and picked up in the same
manner when paid. These premiums are also
due within 60 days, except in some States
where the time limit is only 20 days from
date of inception.
Our Company has a complete installation
of electronic equipment in the Chicago, New
York and San Francisco Offices, and this in
stallation services all other offices in the par
ticular area. The St. Louis Office uses a Friden
Flexowriter which tapes all necessary data for
any accounting or statistical report.
These tapes together with typed invoice
copies are mailed to Chicago. The tape is then
converted to listings which is the beginning
of the Accounting Department functions.
In addition to all Accounting requirements,
any sort of statistical report can be submitted
to Management in a very short period of time
from these identical punched cards and listings.
For instance, should Management want a
breakdown of total commissions for a desig
nated period of time by class of coverage, i.e.
Fire
Casualty
Marine (5 classes within one class)
Bond & Burglary
Boiler & Machinery
Life
Accident
Pension
or a quarterly report of Premium volume, by
class, placed with certain Groups of Insurance
Companies, all that is necessary is a call to
Chicago and the next morning’s mail will bring
results in the exact requested detail. If this
same job were assembled manually, it would
involve days of recording—adding—checking;
but with electronic tabulators and computers,
the job is comparatively simple—if all input
is correct and kept current.
We can also have listings run off giving
us the volume of premium or commissions
involved in any given period of time—i.e.
Annual
3 Years
5 Years

These figures are sometimes necessary in
setting up a budget for the year.
Then again, Management may be interested
in a particular producer’s volume. His total
premiums and commissions can be arrived at
very easily by using a “Contact Number” re
corded in original billing data and a listing
is run off giving this figure. We have a fast
and correct dollar total of the production of
a particular individual.
Our “Accounts Receivable” and “Accounts
Payable” Trial Balances are run off in the same
manner—also “Accounts Receivable” balances
are “aged” for the Credit Department.
Deposits and “Cash and Check Disburse
ments” are recorded daily on the same machine
with different program tapes and from these
listings come all “Cash and Disbursements”
cards to be matched with Accounts Receivable
and Accounts Payable cards. When balanced,
the cards are pulled from the current file and
zero-punched to remove entries from future
Trial Balances and Statements.
These cards are then filed in a “Closed Card
File” for any reference necessary at a future
time.
Our monthly reporting consists of a Com
parative Net Income Analysis and a Compari
son of Expenses for the previous year and
current year to date.
On the Quarter, we report in a more com
plete manner. In addition to Comparative Net
Income Analysis and Comparison of Expenses,
we submit the following:
Balance Sheet
Balance Sheet Supporting Detail
Statement of Working Capital
Working Capital Reconciliation
Statement of Advanced Premiums
Other Receivables—Detail
Other Payables—Detail
Sub-Brokerage Paid—Detail
Statement of Fixed Assets & Prepaid
Expenses
All of the first four Reports require compari
sons for three preceding years together with
first, second, third quarterly, or complete fouryear, figures.
The Balance Sheet records cash which does
not include any monies collected for which
Companies have not been paid. These pay
ments are totalled and pulled out of “Cash
in Banks” listing and set up as Trust Funds
on Working Capital Statement as contra figure
both in Assets and Liabilities.
The Accounts Receivable total includes only
the Uncollected Income which is the commis
sion on Unpaid Premiums—Fees due from cus
tomers for Engineering or Actuarial Services,
Advanced Premiums which is money advanced
to Companies on past-due items.
(Continued to page 15)
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Accounting for Sugar Cane Mills
Rita V. Rodriguez
The rapid development of the sugar cane
industry in Florida has brought this industry
into focus as an important segment of the econ
omy of our state. Louisiana and Florida are
the mainland sugar cane areas in the United
States, together processing about 910,000 short
tons of sugar for domestic consumption. The
United States Department of Agriculture esti
mates that the total consumption of sugar in
the United States for 1964, as estimated, will
be approximately 9,800,000 short tons, or more
than ten times the production of the two
states mentioned above.
The production of sugar is in accordance
with quotas assigned by the United States
Department of Agriculture. In short tons, these
proposed quotas and prorations for 1964 are
as follows:
Domestic Beet Sugar
Mainland Cane Sugar
Hawaii
Puerto Rico
Virgin Islands

mills work twenty-four hours a day and seven
days a week. This season takes place at some
what different times, depending on location.
For instance, in Cuba the best months for
the grinding season are from January through
April; in Florida the best months are Decem
ber through February. The grinding seasons
are, of course, dependent upon factors such
as the ripening of the sugar cane and the
rainy season of the area. During the rainy
seasons it is impossible to pick up the sugar
cane from the many miles of the areas planted.
During the repair season the mill is cleaned
and prepared for the next grinding season.
During these weeks and months various tech
nical and mechanical improvements are in
stalled, in order to assure the most efficient
operation of the factory during the grinding
season.
The periods of time remaining between the
two seasons described above are known as
idle seasons or periods.
The accounting department is usually busy
all year—maintaining the necessary records dur
ing the busy seasons, and preparing reports
and analytical information during the idle
periods.
The balance sheet which has been prepared
from the records of a sugar processor is much
like that of any corporation or company. Only
the inventory of sugar and the inventory of
molasses, a by-product of this industry, should
be mentioned here as differing in valuation
from most inventories. These assets are valued
at the selling or market price. As there is a
daily spot quotation of sugar on the New
York Coffee and Sugar Exchange, it is possible
to keep the record of the inventory of sugar
at the real and exact value of this product.
The profit and loss statement of a sugar
cane processor covers the following groups
of accounts:

2,700,000
910,600
1,110,000
965,000
15,000

Total Domestic Areas

5,700,600

Republic of the Philippines

1,150,000

Dominican Republic, Peru,
Mexico, Brazil, British West
Indies, Australia
1,018,200

Others
Total Quota

1,922,200
9,800,000

There are forty-six sugar mills located in
the State of Louisiana; in Florida there are
ten. As mentioned above, these two states
form the Mainland Sugar Cane area of the
United States.
As in the case of any business or producer,
each sugar mill or processor requires a good
accounting system to control the various sec
tions covered by this industry. While many
bookkeepers and accountants have had wide
experience in sugar cane processor accounting,
little has been published concerning this spe
cific area of accounting.
The sugar cane mill has three different
periods or seasons during the year: the grind
ing season, the repair season, and the idle
season. All of the operations of the mill are,
of course, affected by the existence of these
definite seasons.
The grinding season may last from four to
six months. During this time the sugar cane

Operating Revenues:
Sales of Sugar
Sales of Molasses
Inventory of Sugar
Inventory of Molasses

Cost of Sales and Operating Expenses:
Cost of Planters’ Cane
Hauling Sugar Cane to Mill
Grinding Season Expenses
Water Control
Road and Eridge Maintenance
Idle and Repair Expenses
5

Sales Department:
The sale of the sugar and of the molasses
requires a great deal of experience, and in
volves much responsibility and risk. The sales
are almost always handled directly by the
executives of the corporation, and the neces
sary information is supplied to the accounting
department for proper recording in accordance
with the terms of sale.
Thus, the accounting department of the
sugar cane mill, as in other industries, is the
nerve center receiving information from the
various operating departments, disbursing
funds, and preparing reports and analytical
information concerning the operation and con
dition of the business.
In addition to accounting for the operation
of the sugar cane mill, it is appropriate to
mention at this time accounting for the sugar
cane grower, inasmuch as many mills have
areas of sugar cane which they have planted
and for which they must maintain records. In
addition, these mills purchase sugar cane from
other growers, as indicated by the item,
“Cost of Planters’ Cane” mentioned as a part
of Cost of Sales.
The producers, or cane growers, have only
one income—the sale of sugar cane to the
sugar cane mill. The United States Depart
ment of Agriculture provides all the rules
for the good relationship between the pro
ducer and processors. Each producer requires
a simple accounting system. However, it in
cludes accounts peculiar to this industry, and
therefore the accountant should have experi
ence in the sugar industry.
The accounting of the producer covers the
following main items:
Sales of Sugar Cane
Cost of Planting
Cost of Harvesting
Cost of Maintenance of Stubble Cane
General and Administrative Expenses
Financial Expenses
Other Income
The Cost of Planting covers the cost of:
soil preparation, seed cost, planting and main
tenance of the planting cane.
The Cost of Harvesting covers all the steps
to cut and deliver the sugar cane to the mill,
such as: burning, cutting of cane, continuous
loading, grab loading, hauling by tractors,
picking up cane, etc.
The Cost of Maintenance of Stubble Cane
covers all the steps after the sugar cane is
cut, in order to keep the stubble and cultivate
the cane for the next crop or cutting season.
Under this cost the main expenses are: Chemi
cal and Hand Weeding, Mechanical Culti
vation, Pest Control, Replanting, Spreading
Trash, Surface Drainage, etc.

Selling Expenses
General and Administrative Expenses
Depreciation and Amortization
Other Income:
Discounts Earned
Interest Earned
Miscellaneous Income
Other Expenses:
Amortization of Organization Costs
Interest Expense
Miscellaneous Expense
In order to have a correct classification of
all the expenses of this industry, the account
ing department has a number of controls and
some special procedures. A brief description
of the main sections or departments of the
industry will give an idea of the importance
of the work of the accounting department and
some of its specialized activities and records.

Purchasing Department:
In the sugar cane industry, as in other in
dustries, the purchase of expensive equipment
and of multiple and diverse supplies makes
necessary a purchase department. Operation
of this department follows the general pattern
of all industries.
Payroll Department:
The sugar cane processor keeps three dif
ferent payrolls: the employee payroll, the
domestic payroll, and the off-shore payroll.
The employee payroll includes all executives,
department managers, technical employees, ac
countants, and other regular monthly-paid em
ployees. The domestic payroll covers all work
performed on an hourly or a piecework basis
by domestic labor. The off-shore payroll covers
a special group of workers.
The hand weeding, the cutting of cane, and
the planting of the sugar cane are done, in
this area of the South, by imported laborers,
known as off-shore payroll. Special legislation
is enacted and published each year authorizing
the importation of these off-shore laborers,
coming for the most part from Jamaica, Bar
bados, and other Caribbean islands. The com
putation of the wage differs from that of the
domestic payroll, and the deductions also dif
fer from those of the other payrolls. The off
shore payroll has no deductions for withhold
ing tax or for FICA, but it carries a number
of special deductions for transportation, lodg
ing, meals, medical attention, etc., in accord
ance with the contract which has been made
for the importation of this labor.
Engineering and Chemical Department:
This is one of the most important depart
ments in the industry. This department oper
ates directly under the control of the execu
tives of the corporation.
6

On the Economic Theory of Income Measurement
P. Graham, A.A.C.C.A., A.C.I.S.
The concept of income is a very frustrating
one for, although simple in its central mean
ing, it is incapable of exact measurement, in
practice, until after the event.
Income for a period is accepted to mean
that maximum value which a person can con
sume during that period and still expect to
be as well off at the end of it as he was at
the beginning. Taking wealth to mean pur
chasing power and assuming constant money
values and interest rates, one central difficulty
remains and that is the question of time.
Which period of time is to be taken? From
which point in time is it to start and at which
point is it to end?
For the individual, logically, should this
not be his life-span? The total receipts during
that life-span would represent his total income
for that period, so that his income for any
particular period, be this a week or a year,
would be the difference between the capi
talized values of his receipts at the beginning
and at the end of the week or year. On the
assumptions made, and discounting the ex
penditure incurred in enabling that individual
to earn part or all of his receipts, this differ
ence would represent his weekly or annual
income and would of course be a constant
quantity.
The same reasoning is applied in determin
ing the income for any desired period, and the
capital value at any point in time, of any asset
or group of assets. The total net receipts flow
ing from the asset or group of assets, less the
purchase price, plus the net price received on
sale would represent that asset’s total income.
The value of the asset at any point of its life
would be the capitalized money value of its
future net receipts and its income for any
period the difference between the capitalized
money values at the beginning and end of the
period.
But it is obvious that this post-mortem de
termination of capital value and of income is
of no value for practical purposes and is
nothing more than a dead-end academic exer
cise.
Determination of capital values and of in
comes could be accurately anticipated, assum
ing perfect knowledge of the future. Because
of the unrealities inherent in these assump
tions and of the difficulties in adequately pro
viding for them, Prof. Hicks rejects the income
concept in advanced theoretical analysis. But,
although the technical tools at present at our
disposal may not permit a more fruitful use
7

of the income concept in the theoretical field,
this does not mean that approximations to that
concept in determining income and capital
values are not invaluable guides to the success
ful management of one’s affairs and of business
enterprises.
The three basic approximations that have to
be made are estimated in respect of prospec
tive net receipts, changes in the rates of in
terest and changes in the purchasing power
of the currency.
For the individual, on the basis of these
approximations, his income becomes a standard
stream of values whose present capitalized
value equals the present value of the stream
of net receipts which is actually in prospect.
The actual stream is replaced by a standard
stream whose distribution over time has some
definite standard shape. Income is not what a
person actually receives in the current week
or year, but how much he would be receiving
if he were getting a standard stream of the
present values as his actual expected receipts.
However, one’s income, being of interest to
oneself and to one’s family only, is not sub
jected to outside scrutiny as to its exact meas
urement. Its measurement is of course neces
sary for taxation purposes but the considera
tions that apply here, being determined by
law, are of an entirely different order.
In the case of firms, however, with the
separation of the managerial function from
proprietorship and the development of largescale enterprise, measurement of income is es
sential. It is usual to accept the premise that
this measurement being required for different
purposes can be differently determined, de
pending upon the purpose for which it is re
quired. It is true that financial accounts are
prepared, inter alia, for management to ac
count for their stewardship, that they are used
for the determination of the annual distribu
tion to shareholders for determining the firm’s
tax liability. I cannot see, however, why the
ultimate rationale underlying these uses is dif
ferent from the basic purpose of income meas
urement which is to provide a yardstick of
management performance, viewed not so much
in relation to past history but in making full
use in the future of the effective resources at
its disposal. The scarcity of resources and their
concentration in a small number of giant firms
means that their proper utilisation is not only
of interest to the firm’s shareholders but to the
(Continued to page 11)

Report of Activities
Pearl M. Isham, CPA, President 1 963-64

As this year comes to a close, we pause for
a moment to consider the accomplishments
that have been made. We have not had any
particularly outstanding achievements but I

do feel that it has been a year of steady
progress.

We added another chapter which also added
another state to the scope of ASWA activities
when Utah Chapter No. 76 was chartered in
January. This is an enthusiastic group of
women and should add a great deal to the
influence of ASWA. The attendance at the
charter dinner gave us a good indication as
to how well women are accepted in the ac
counting field in that area, even before ASWA
made its debut there.

Another “first” was achieved when we were
enabled to have 16mm prints made from a
career TV program. This will be a very good
tool for chapters to use in career activities
with the schools as it shows a wide scope
of opportunities for women in the field of
accounting. We owe a great deal to the people
who made this possible.

place during the year but at certain times
these activities seemed to come all at once
and as yet we have not learned how to be
two places at once, especially on opposite sides
of the continent. However, I believe that we
did achieve closer ties with the officers, direc
tors and the chapters.

Our efforts in cooperation with AWSCPA
in both the speakers’ bureau and the joint pub
lication of a new career pamphlet are drawing
to a successful conclusion. Both the Education
and Public Relations Committee have been

The cooperation of board members,
AWSCPA officers and all ASWA chapters has
been excellent throughout the entire year. Also
Beatrice Langley did her usual excellent job
of managing our National Office and helping
us in many ways. I want to thank each and
every one of you for your cooperation and
for the privilege you have given me to serve as
your president this past year.

working diligently at these tasks.

Your officers and directors have spent a busy
year speaking and attending meetings of many

of the chapters. We are sorry we could not

accept invitations to all of the public relations

meetings and birthday celebrations that took
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ASWA President's Message
Phyllis E. Peters, CPA
Detroit, Michigan

organization and who have worked faithfully
over the years to mold it into the professional
organization that it is today.
I hope you will all take advantage of the
many opportunities which are yours as a re
sult of your ASWA membership. Be prepared
to take an active role within your Chapter
by participating in all its activities—attend
meetings of other Chapters, as well as Re
gional Conferences and our Annual Meeting.
Such active participation will bring you many
benefits, both professional and personal, and
will also enable you to share your accounting
knowledge with your fellow accountants.
You have elected very capable and enthu
siastic members to serve with me this year in
coordinating the efforts of all of us towards
our mutual goals: President-elect—Margaret
Bailey, Denver Chapter; Vice Presidents—Ber
nadine Meyer, Pittsburgh Chapter; Darthe
Nay, St. Louis Chapter; and Gracia Robinson,
Kansas City Chapter; Secretary—Donna Dan
ielson Johnson, Detroit Chapter; Treasurer—
Helen Matthews, Phoenix Chapter; Directors
—Marguerite Brugh, Richmond Chapter; Mary
Louise Hawkins, Chicago Chapter; Edrie Hen
ry, Atlanta Chapter; Julia Kaufman, Cleve
land Chapter; Naomi Nelson, Portland Chap
ter; Elaine Roth, West Palm Beach Chapter;
and Kathryn Younk, Milwaukee Chapter. Pearl
Isham, of the Los Angeles Chapter, to whom
we all owe a vote of thanks for leading us
so ably this past year, will remain on the
Board of Directors as Director Ex-Officio.
On behalf of all these dedicated women ac
countants, I want to express our appreciation
for the honor you have accorded us. We will
do our utmost to fulfill your trust. We hope
that, in cooperation with the officers of the
American Woman’s Society of Certified Public
Accountants, we will be able to continue the
growth and development of our Society. If
we are to be successful in the tasks you have
assigned to us, we will need the wholehearted
enthusiastic cooperation of each member and
of each Chapter. We know we can count on
you!

“The purpose of this Society shall be to
advance the interest of women in all fields
of accounting.” That is our purpose as stated
in our bylaws—and that shall be the purpose
of this administration.
Perhaps the best means of furthering this
purpose is for each of us to strive to be the
best possible accountant! There can be no
better recommendation to the business com
munity, no better public relations effort, than
to attempt to always improve our knowledge
and our skills in our chosen profession. An
equally important part of our purpose is the
enjoyable duty of creating an interest in our
wonderful profession among young women. I
urge each of you to be constantly aware of the
opportunities to offer advice and encourage
ment to these accountants of the future. Be
proud of your profession—accounting—and of
your professional organization—the American
Society of Women Accountants!
We are living in an exciting age and are
members of an exciting, dynamic, everchang
ing profession and, as is evident by the broad
scope of its activities each year, our Society
is an exciting one. Its growth both in size and
in stature is a constant tribute to those deter
mined women who saw the need for such an

Miss Peters graduated from the University
of Detroit and joined the staff of Touche,
Ross, Bailey & Smart in Detroit. She is
presently a supervisor on the audit staff of
that firm.
(Continued to page 15)
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TAX FORUM
DOROTHEA WATSON, CPA

local governmental unit if the gift is made
exclusively for public purposes. Sec. 209(f)
makes Sec. 209(a) effective for taxable years
beginning after December 31, 1963.
Sec. 209(c) provides for a five-year carry
over by individuals who make contributions
within a taxable year to charitable organiza
tions eligible for the 30% charitable contribu
tion deduction limitation in excess of 30%
of their adjusted gross income for that taxable
year. This excess is treated as being paid in
each of the five succeeding years in order of
time. The carryover can be used only in years
in which the contributions paid during the tax
able year are less than 30% of the adjusted
gross income for such taxable year. It should
be noted that the excess available for carry
over is limited to contributions to organizations
which qualify for the 30% limitations when
such contributions exceed 30% of the adjusted
gross income for the taxable year in which
paid. The effect of this limitation is the loss
of the benefit of any contributions made in
the year of the excess contributions to chari
table organizations which do not qualify for
the additional 10% deduction. For example,
a taxpayer with adjusted gross income of
$20,000 makes contributions of $7,500 of
which $1,000 are to charitable organizations
which do not qualify for the additional 10%
deduction. The allowable contributions for the
taxable year of the contributions is $6,000
(30% of $20,000) but the excess available
for carryover is $500, not $1,500. Contribu
tions to charitable organizations which qualify
for the additional 10% deduction are $6,500
($7,500 less the $1,000 which does not qual
ify) and 30% of the adjusted gross income
is $6,000 leaving only $500 excess contribu
tions which qualify for carryover.
Sec. 209(c) further provides for a reduc
tion of the excess determined for the contribu
tion year to the extent that such excess reduces
taxable income as computed for purposes of
the net operating loss carrybacks and carry
overs and increases the net operating loss de
duction for a taxable year which succeeds the
taxable year. This provision prevents a double
deduction which might result from the inter
relation of the net operating loss carryover
and the charitable contribution carryover.
Sec. 209(d)(1) lengthens to five years the
carryover period for charitable contributions
of a corporation in excess of 5% of its taxable
income. Sec. 209(f)(2) makes the five-year
carryover period applicable to taxable years

On February 26, 1964 the President ap
proved the Revenue Act of 1964 (P. L. 88272) and the most far reaching changes since
1954 became law.
Every taxpayer is affected by this Act since
both individual and corporate tax rates are
materially reduced. In addition to the tax
reductions, other changes run the gamut from
acceleration of estimated tax payments by cor
porations; to reduction and then repeal of the
dividends received credit; to a five-year chari
table contribution carryover; to recapture of
accelerated depreciation as ordinary income
in connection with gains from dispositions of
depreciable real property; to an unlimited
capital loss carryover; to income averaging for
individual taxpayers; to imputed interest on
deferred payment contracts where interest is
unstated or at an unrealistically low rate; to
many other changes. Some of these changes
are effected by amending existing sections of
the Code—others are entirely new sections.
Most sections apply with respect to taxable
years beginning after December 31, 1963, but
some sections have other effective dates. Some
sections carry (provisions for elections and these
elections must be made within specified peri
ods. These variations of effective dates make
it imperative that attention be given to the
effective date for the section with which you
are concerned. The importance of effective
dates will be most significant for fiscal years
ending during 1964 as some but not all pro
visions of the Act will apply to such years.
After 1964 all sections will be generally effec
tive for all taxpayers.
It is, of course, impossible to even so much
as highlight all the changes resulting from the
Revenue Act of 1964 in the space available.
Comments will therefore be limited to a few
sections with general application to most tax
payers.
Charitable contributions. Under the 1954
Code individuals were allowed an additional
10% charitable contribution over the basic
20% limitation for contributions to churches,
schools, hospitals and certain medical research
organizations. Sec. 209(a) of the 1964 Act ex
tends this additional 10% deduction to include
contributions to any organization qualifying
for the basic 20% deduction if the organiza
tion normally receives a substantial part of its
support from the public or from a govern
mental unit. What will constitute a “sub
stantial part of support” is not defined. The
additional 10% deduction is applicable to a
charitable contribution to a Federal, state or
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beginning after December 31, 1963 for con
tributions paid in taxable years beginning after
December 31, 1961. Under the prior law the
availability of excess contributions paid in 1962
which could not be deducted by 1964 would
expire. The 1964 Act permits the further carry
over of such excess for three more years.
Sec. 209(e) provides that a taxpayer will
receive no charitable deduction for a gift of
a future interest in tangible personal property
while the taxpayer or one of his relatives has
the right of possession and enjoyment of the
property. The charitable contribution for the
future interest is not considered to have been
made until all interest in and rights of posses
sion or enjoyment of the property have ex
pired or are held by a person other than the
donor or a relative of the donor as described in
Code Sec. 267(b). This is a reversal of the
treatment accorded such gifts under the prior
law when a taxpayer who gave property to a
charity and retained the use and enjoyment of
the property for himself or a relative for life
or for some other period, could receive a chari
table deduction at the time the gift was made.
Sec. 209(e) applies generally to transfers of
future interests made after 1963 in taxable
years ending after 1963. Transfers made be
fore July 1, 1964 where the only intervening
interest is a nontransferable interest retained
by the donor for his life (or the donors’ joint
lives in the case of a joint gift by a husband
and wife) are excepted from the application
of this section.
Unlimited capital loss carryover for indi
viduals and noncorporate taxpayers. Prior to
the 1964 Act all taxpayers could carry over
a net capital loss to the five succeeding tax
able years as a short-term capital loss. The
available loss carryover was first applied
against the net short-term capital gain and
then against the net long-term capital gain
and, in the case of an individual or other non
corporate taxpayer, it was then applied against
ordinary income limited to the extent of $1,000
income in a taxable year. Corporate taxpayers
still retain the same five-year capital loss carry
over.
Sec. 230 of the 1964 Act gives individuals
and non-corporate taxpayers an unlimited
carryover period. Under the provisions of this
section net capital losses will be treated as
long-term or short-term as determined from
their origin. A net long-term capital loss carry
over will be applied first to reduce net long
term capital gains, next to reduce net short
term capital gain and next to $1,000 of or
dinary income. In a taxable year in which a
taxpayer sustains both net short-term and net
long-term capital losses, such net losses may

be applied against $1,000 ordinary income.
Because of the provision that net loss carry
overs retain their character as to long-term
and short-term it is necessary to define the
order in which they will be applied against
the $1,000 ordinary income. This is done in
the new law which provides that the short
term loss shall be so applied first.
This new provision is effective for taxable
years beginning after December 31, 1963. The
unlimited loss carryover also extends to capital
losses which occurred in an earlier year, if,
under the old five-year rule, the loss is eligible
to be carried to the first taxable year of the
taxpayer beginning after 1963. Such losses
will be treated as a short-term capital loss
occurring in such taxable year and can be
carried forward until applied.
On the Economic Theory
(Continued from page 7)

community as a whole who is interested in
their optimum allocation.
Management is only successful insofar as it
is making the most profitable use of its re
sources; I do not see why a fair distribution
to shareholders could not be determined in
relation to a true measurement of income,
bearing in mind the necessity of retaining suf
ficient liquid funds for future operations; in
come, for taxation purposes, is in any case
distorted by various devices established by
law; the figure one starts with is widely dif
ferent from that arrived at for tax liability;
so, why not start with the correct measure
of income?
The fact that economic concepts, being rela
tively new, have to battle against entrenched
traditions which have become embedded in
legal doctrine, should not detract from the
basic realisation that there can be only one
measure of income over time. Therein lies the
rub, for it is the time factor that is at the
basis of the controversies that rage between
economists and accountants as to the true
concept of income. The real versus the ap
parent money measure of income, the inclu
sion versus exclusion of capital gains and the
accrual versus realisation as the criterion for
timing of a gain or loss—all these flow from
the arbitrary period of the year being taken
as the determining time rod. Investment is in
fact a continuous process and, in the long run,
economic and accounting incomes are bound
to coincide; in the long run, too, the distinc
tion between capital and income, about which
so much heat is generated, is found to be
illusory for, in the long run, it doesn’t matter
(Continued to page 14)
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TIPS FOR BUSY READERS
MARILYNN G. WINBORNE, C.P.A.

Management Accounting in the Age of Sys
tems, John A. Beckett. NAA Bulletin, April,
1964.
Professor Beckett has provided an excellent
summary of the growth, development and use
of the systems approach and its impact on
accounting. This article serves as an intro
duction to the total systems approach to busi
ness communication—an important subject up
on which knowledge is too often assumed.
The function of managerial accounting is to
furnish meaningful data promptly to those in
authority. Expressed in “new terms,” account
ing has been striving to develop itself into an
information retrieval and dissemination sys
tem—the same function as that of information
systems.
Growth in size and complexity has necessi
tated the introduction of business systems. The
first developed systems (accounts receivables,
payrolls, etc.) were partial and rudimentary
sub-systems employed in those areas of great
est volume of repetitive activity. Even these
necessitated “integration of activities and rec
ognition of a cycle, from beginning to end,
which used common forms, procedures, meth
ods, equipment and appropriately trained
people.” Implementation of the sub-systems
soon runs afoul of established routines and,
more importantly, cuts across established or
ganizational lines.
The system sets out rules governing the
functions of people in various jurisdictions of
the organization. Each part of the system must
be fulfilled in the proper manner, in the cor
rect sequence. The result of this is to remove
some of the traditional prerogatives of de
cision-making from individuals and place more
responsibility upon top-management. This
characteristic of sub-systems is even more pro
nounced in a total system.
Military operations offer some examples of
the total systems approach. The man at the
top is unable to make all the detailed deci
sions necessary to carry out the operation in
the short length of time available. A system,
worked out in advance, can be activated by
the “go” or “no go” command from the top.
The operation of each phase and the part to
be played by each man and machine is known
in advance. The man at the top is responsible
for instituting and maintaining the system so
that the command decision will put his plans
into effect.
A total systems approach in business will
bring about greater centralization and relieve

sub-management of many decision-making
functions. Speed of information flow for action
and reaction is a necessary ingredient of sys
tems management. Managerial accounting is
an information system, but its continued suc
cess depends upon how well it adjusts to the
new functions of managers that are fast taking
shape under the pressures of systems develop
ment. Speed of data collection and dissemina
tion is usually too slow. On the other hand,
managerial accounting usually scores well on
the type of information handled. The emphasis
on cost behavior, cost and performance stand
ards and economic analysis has been the foun
dation for the construction of modern informa
tion systems.
Systems consideration of organization and
managerial responsibility involves changes in
the traditional managerial accounting ap
proach. “The idea of individual operating man
agers throughout an organization having iden
tifiable packages of responsibility for cost
experience and even for general performance
is, to the average systems analyst, ridiculous.”
The system planners exert the greatest influ
ence on cost and performance; responsibility
accounting is no longer apropos. Responsibility
for standard performance is shifting from man
ager to planner at a time when managerial
accountants are trying to prove that there
are many factors of operation over which
middle and lower management exercise cost
control.
Managerial accounting is challenged to pro
vide information with the speed, precision and
effectiveness of other modern means. It has
faced other challenges, survived and flourished;
now it must do so again.

Towards A General Theory of Accounting, R.
J. Chambers (Melbourne, The Australian
Society of Accountants, 1962).
Professor Chambers has contributed heavily
to the systematic body of knowledge of ac
counting in the past. The purpose of this par
ticular publication “is to explore the economic
and social foundations of accounting in pursuit
of a body of general ideas on which the prac
tice of accounting is or may be based.” A
large order; but one that is necessary if ac
counting is to continue to hold its place in
the esteem of society.
The general theory is approached from the
mixture of psychological, economic, legal, con
ventional and formal considerations which form
12

the environment in which accounting func
tions. Sixteen external factors are enumerated
and analyzed in the forty-eight pages of the
booklet. These observations, external to ac
counting, lead to forty characteristics of the
world of action which become the foundations
for the derived statements relating to account
ing. These characteristics are the way in which
Professor Chambers visualizes the environment
of accounting; they are realistic and can be
verified by observation and introspection. The
listed characteristics are non-controversial and
acceptable to the vast majority of accountants.
From the characteristics, twenty-one prin
ciples are derived. It is in these principles that
the conflicts with generally accepted account
ing practices come to light. The principles are
consistent, founded on reality and defined.
They may not be the final answer but their
existence does point to a way in which ac
counting can be approached. Agreement with
the results is not a necessity (or even par
ticularly desirable); recognition of the need
for this type of study is.

Education for Accountancy, William J. Vatter,
Journal of Accountancy, January, 1964.
This article is a reprint of Professor Vatter’s
speech at the last annual meeting of the
American Institute, at which time he urged
that the members of the accounting profession
and educators work together to insure the
future of the art of accounting. Professor Vat
ter’s views are important as such, but more
so because they will encourage discussion
within both groups.
A professional career calls for an educational
background which will enable the student to
relate ideas and to understand issues and prob
lems so that he will be capable of seeing if
a procedure which covers one situation can
be applied to a different one. “He must have
vision to perceive issues, logic to establish
patterns of relevance, and judgment to fit
scattered bits of knowledge into meaningful
applications.” The type of educational pro
gram necessary to accomplish this is broad
and should be found in liberal arts courses.
Development of technical competence, Pro
fessor Vatter stresses, should be in the prov
ince of the profession.
Professor Vatter would assign 60% of the
four year, 120 hour program to general liberal
arts and over-all education subjects. The as
signed 72 semester hours would be divided
equally among three groups: (1) scientific,
logical and mathematical subjects; (2) social
and behavioral sciences; and (3) communica
tion subjects. The remaining 48 hours would
be allocated: 12 hours of accounting, 24 hours

of general business methods and institutions,
and 12 hours of non-accounting business elec
tives.
This program assumes employers are will
ing, after graduation, to continue the educa
tional process. If they are, the universities
can, in a four year course, graduate students
educated for the years ahead. If employers
are not to do this, Professor Vatter’s proposal
is the requirement of a fifth year of formal
accounting education. The profession will de
cide this issue.
The Finance and Analysis of Capital Projects
by A. J. Merrett and Allen Sykes—John
Wiley & Sons, Inc., New York.
This impressive book, by two Englishmen
who combine academic standing with practical
experience of large-scale enterprise, is a most
valuable contribution to the small body of
literature on capital projects appraisal, a sub
ject so far mainly investigated by American
economists.
As industrial production becomes increas
ingly concentrated in a comparatively small
number of giant organisations which deter
mine, by their investments, the use of the major
part of a country’s capital resources, it is im
perative that we should learn and apply the
techniques necessary to arrive at the right
investment decisions.
The authors show the inadequacy of con
ventional methods of investment appraisal and
effectively demonstrate that many so-called
unquantifiable factors can, in fact, be reduced
to numerical approximations, sufficiently ac
curate to permit comparisons between alter
natives and the most profitable choice, taking
into account any managerial policy restrictions.
Starting from a detailed examination of dis
counting and compounding, the basic tech
niques used to evaluate alternative plans, the
book goes on to deal with basic company fi
nance, the cost to firms of capital flowing
from different sources, the analysis of leaseor-buy decisions, the allowances to be made
for risk, inflation and taxation in the assess
ment of capital projects, the general principles
of valuation of assets with particular reference
to the timing of their replacement and the
valuation of companies for take overs.
The book should be compulsory reading for
all accountants concerned with investment de
cisions. In every case, the criterion should be:
“Given the conditions, are we making the
right choices? Are we, in fact maximising our
returns?”
P. Graham
London, England
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Pert—Accounting for Dynamic Management,
The Texas Certified Public Accountant,
Thomas H. Williams. November, 1963.
PERT was developed by the U.S. Navy
Special Projects Office for use on the Polaris
missile program. The technique has enjoyed
widespread and enthusiastic acceptance as a
tool of management. This and other quanti
tative techniques are challenging the adapta
bility and creativity of accounting.
PERT is a system whereby the minimum
time required to complete a series of depend
ent tasks can be planned. The first step is to
prepare a detailed, sequentially arranged chart
of all the time-consuming events and activities.
The chart will contain many paths, or chains
of sequential events and activities, which indi
cate concurrent accomplishment of work. The
chart, or network, should be reviewed care
fully to determine that the event sequence is
realistic.
The critical path is that which requires the
longest elapsed time through the network.
Using the management by exception principle,
it is the focal point of managerial attention
and control. All other paths will require less
time than the critical path and are called
slack or surplus paths. Slippage along the
critical path affects project completion time
but delays along slack paths will not have
adverse affects. If the program is to be ac
celerated, it is manifest along which path
extra effort must be exerted to gain time, and
conversely, where additional resources would
result only in increased costs without con
current reductions in overall project time. This
information permits management to determine
readily the impact of progress reports on
future performance.
Further information is possible with the
use of probability theory. The probability of
completion of the project within other time
intervals permits an estimation of meeting
a given schedule. Another use is in the
determination, and subsequent control, of
slack in the process. It is important that man
agement be alert to the possibility of a nega
tive slack, or slippage, condition.
Computers are available to perform the
necessary computations. The accountant needs
only to have a knowledge of the basic mathe
matical concepts involved to quantify the un
certainty and risk inherent in business opera
tions. To retain membership in the manage
ment team, accountants must remain alert to
innovations such as PERT.
The successes of quantitative techniques
may accelerate the trend toward integrated,
14

computerized, information systems. Since most
of these require different types of basic in
formation, a facility which accommodates
manual computation only often stultifies the
analytical process. Thus there is a growing
need for accounting models which lend them
selves to rapid and diversified information
retrieval processes. “To the extent that PERT
motivates further research on, and subsequent
development of, new, sufficiently flexible ac
counting systems, it may contribute far more
to accountancy and management than will be
derived from use of this particular quantitative
technique alone.”
*

*

*

*

“You must act in your friend’s interest
whether it pleases him or not: the object of
love is to serve, not to win.”
Woodrow Wilson
On the Economic Theory
(Concluded)

because income in excess of expenditure (capi
tal) is apparent to all.
Income should be measured in such a way
as to give a true indication of the utilisation
of resources, to provide a basis of ensuring
that they are being fully used.
The business world is moving towards the
more dynamic approach of maximising the
return on its resources, approach which has
necessitated the revaluation of assets at cur
rent values and the realisation that future and
not past performance (bygones are bygones)
is the true criterion of successful management.
The dynamic use of the income concept
which has, at its core, future projections
rather than past historical records, is not suf
ficiently emphasised in its current meaning,
as being the maximum that a person can con
sume during a period and still expect to be
as well off at the end of it as he was at the
beginning. This definition—rather backward
than forward looking in the sense that it does
not explicitly include the idea of future ex
pectations—appears to me to be in need of
revision.
Source Material

J. R. Hicks, “Value and Capital,” Ch. XIV (on
Income);
Erik Lindahl, “The Concept of Income” (in
Essays in Honour of Gustav Cassel);
S. S. Alexander (revised by Solomons), “In
come Measurement in a Dynamic Economy”
in Studies in Accounting Theory;
E. Schneider, “The Long Term Economic Plan
of the Firm” in Pricing and Equilibrium,
1962 Edition, pp. 198-222.

In This Issue
This issue contains two articles written by
ASWA members describing accounting proce
dures of their particular businesses. The editor
is hopeful that these articles will provide in
spiration for other readers to consider sub
mitting similar materials for possible use in
forthcoming issues.
Helen P. Juergens is Chief Accountant in
the St. Louis, Missouri office of Marsh & Mc
Lennan, Inc. She describes in detail the ac
counting procedures of her particular company
and defines terms encountered by accountants
with respect to insurance coverage.
Rita V. Rodriguez is a native of Cuba and
a graduate of the University of Havana. She
is Vice President and Comptroller for Sugar
Cane Farms Company of Palm Beach, Florida,
and previously was employed in the sugar
industry in Cuba.
Pauline Graham of London, England, was
introduced to our readers in the February 1964
issue when she reported on the 1963 European

Congress of Accountants. Her manuscript is
based upon a paper presented before her
Accounting Seminar at the London School of
Economics.
Correction

One of our readers, Anne Mantzoros, Chi
cago ASWA Chapter, has called our attention
to an error appearing on Page 3 of the April
1964 issue, “Benefits of Adopting a Natural
Business Year.” The reference to the require
ment of estimated tax payments by smaller
corporations, under the 1954 Code, should be
changed to read that smaller corporations with
estimated taxes for the current year of less
than $100,000 are not required to pay the first
installment of income tax until 2½ months
after the close of the fiscal period with the
balance due three months later.
Our appreciation to reader Mantzoros for
calling this to our attention.

Annual Meeting
American Society of Women Accountants
In accordance with ARTICLE X, Section 1, of the National Bylaws of the American
Society of Women Accountants, notice is hereby provided that the 24th Annual Meet
ing of the Society will be held in conjunction with that of the American Woman’s So
ciety of Certified Public Accountants at The Americana Hotel, Bal Harbour, Miami
Beach, Florida, September 30-October 3, 1964. The Annual Business Meeting of the
American Society of Women Accountants has been called for 9:30 a.m. on Friday,
October 2, 1964.
Eileen Griggs
National Secretary, 1963-64

Insurance Brokers
(Concluded)

Miss Peters
(Continued from page 9)

In 1961, Miss Peters was appointed to fill
the unexpired term of Betty Brown as Na
tional First Vice President and Advisory
Chairman, She has also served the Society
as Auditor, Secretary, Vice President, and
President-Elect, during the period since 1960.
She previously was President of the De
troit ASWA Chapter and is presently a mem
ber of the American Institute and Michigan
Association of CPA’s, AWSCPA, and the
American Association of Hospital Account
ants.

The Accounts Payable, likewise, includes
only such items as commissions due Brokers,
employees’ payroll deductions, etc.
Of course, the Balance Sheet carries all
other figures such as:
Accrued Taxes
Investments
Net Worth
in the same manner as any other Company’s
Balance Sheet.
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Because IAS has helped
train more than
9,000 CPA’s
We can make this unusual
agreement with you
If any CPA Coaching Course enrollee who has submitted for grading all 20 examinations
of the course fails to pass the CPA examination in any state after meeting the legal require
ments of the state as to residence, experience, preliminary education, etc., IAS will con
tinue coaching without additional cost until the enrollee is successful.

In helping 9,188* CPA’s pass their state examinations, IAS has developed an out
standingly successful coaching course.
The vital need for effective coaching has been well established by innumerable
experienced accountants who have floundered in the examination room. They know
accounting but they didn’t know how to:
1. Budget their time
2. Approach each problem or question
3. Decide quickly, the exact requirements for the solution
4. Construct an acceptable presentation
5. Extract relevant data
6. Use accounting terms acceptable to the examiners
To obtain full information on how you or some qualified member of your staff can
benefit from IAS’ more than half a century of coaching CPA candidates successfully
just use the coupon below.
*As of April 5, 1963, this number of former students who had obtained all or a part of their accounting
training through IAS had passed CPA examinations.

International Accountants Society, Inc.
209 W. Jackson Blvd. • Chicago 6, Illinois

Without any obligation on my part please send me your latest report on the
IAS CPA Coaching Course.

Name______________________ _________
_______________________________________
Address____________________________________________________________________

City----------------------------------------------------------------------- Zone_____ State,

